COMMONWEALTH OF KENTUCKY

OFFICE OF THE ATTORNEY GENERAL

GREGORY D. STUMBO 1024 CaPmAL CENTER DRIVE
ATTORNEY GENERAL SuImE 200
FRaNKFORT, KY 4060 | -8204

August 23, 2004

RECEIVED

Ms. Beth O’Donnell AUG 2 3 72004

Executive Director ‘

Kentucky Public Service Commission PUBLIC SERVICE
COMMISSION

211 Sower Blvd.
Frankfort, KY. 40601

RE: In the Matter of: Application of Delta Natural Gas Company for an Adjustment of
Rates, PSC Case No. 2004-00067/Response to Staff’s Data Request at Hearing

Dear Ms. O’Donnell:

Please find enclosed the Attorney General’s Response to the staff’s Data Request
made at the hearing in the above-captioned matter on August 18, 2004. Specifically, the
Attorney General was requested to supply his revised position on the revenue deficiency
of Delta Natural Gas as offered through the testimony of Robert J. Henkes when
reflecting the 10.30% Return on Equity recommended by Charles King. As seen on
Schedule RJH-1, that change results in a recommendation that Delta Natural Gas
Company has a revenue deficiency of no more than $1,536,110.

For the Commission’s convenience, I supply revised copies of all of Mr. Henkes’
schedules. Please contact me if further clarification is necessary. I thank you in advance
for your attention in this matter.

e
Dennis G. HoZar A

Acting Director

cc: Parties of record

Enclosures
OMNORIGroup Public\Ltr.0'Donnell. 082004, doc

AN EQUAL OPPORTUNITY EMPLOYER M/F/D



Case No. 2004-00067 Sch. RJH-1
Test Year Ended 12/31/03
DELTA NATURAL GAS COMPANY
SUMMARY OF REVENUE REQUIREMENT POSITIONS

Delta Adjustments AG
)

1. Rate Base $ 111,071,658 $ 680,287 $111,751,945 Sch. RJH-3
2. Rate of Return 8.549% 7.732% Sch. RJH-2
3. Income Requirement 9,496,008 8,641,094

4. Pro Forma Income 6,805,785 806,813 7,712,598 Sch. RJH-5
5. Income Deficiency 2,590,223 928,496

6. Revenue Conversion Factor 1.6513912 1.6544073 (2

7. Revenue Deficiency $ 4277471 $ ;2,741,3612 $ 1,536,110

(1) FR 10(7)(a) and Delta filing Schedules 1, 7. 8 and 9.

2 Delta AG
Revenues 100.0000000 100.0000000
Less: PSC Fees - - (0.1823000) (3)

100.0000000 99.8177000

Less: State Income Tax @ 8.25% (8.2500000) (8.2349603)
91.7500000 91.5827398

Less: Federal Income Tax @ 34% {31.1950000) (31.1381315)
Net Income Factor 60.5550000 60.4446082
Revenue Conversion Factor 1.6513912 1.6544073

L —————————————

(3) Response to PSC-3-25



Case No. 2004-00067 Sch. RJH-2
Test Year Ended 12/31/03
DELTA NATURAL GAS COMPANY
ADJUSTED CAPITALIZATION AT 12/31/03 AND OVERALL RATE OF RETURN

Adjusted Weighted
Actual 12/31/03  Capitalization Cost Cost
DELTA PROPOSED: Capitalization Ratios Rates Rates
h)
1. Equity $ 42,865,046 37.15% 12.500% 4.643%
2. Long Term Debt 54,824,000 47 51% 7.422% 3.526%
3. Short Term Debt 17,707,889 15.35% 2.478% 0.380%
4. Total $ 115,396,935 100.00% 8.549%
Adjusted Weighted
Actual 12/31/03  Capitalization Cost Cost
AG RECOMMENDED:; Capitalization Ratios Rates Rates
{1
1. Equity $ 42,865,046 37.15% 10.300% (@) 3.826%
2. Long Term Debt 54,824,000 47.51% 7.422% 3.526%
3. Short Term Debt 17,707,889 15.35% 2.478% 0.380%
4. Total $ 115,396,935 100.00% 7.732%

(1) Delta filing Schedule 9
(2) Testimony of Charly King



Case No. 2004-00067
Test Year Ended 12/31/03

10.

11.

12.

13.

Plant in Servivce
Depreciation Reserve

Net Plant in Service

Cash Working Capital
Prepayments

Materials and Supplies

Gas in Storage

Accum. Def. Income Taxes
Unamortized Debt Expense
Advances in Construction
Depreciation Adjustment
Unrecovered SFAS 143 Costs

TOTAL NET RATE BASE

(1} Delta filing Schedule 7
(2) Perresponse to AG-1-5. Remove KPSC assessments from prepayment balance.

DELTA NATURAL GAS COMPANY
RATE BASE

Delta Adiustments

AG

(1)
$ 165,994,418

(52,964,026)

113,030,392
1,290,427 (40,017)
351,876 (39,440) (2
478,139
6,363,748
{14,697,866)
4,185,070
(105,692)
145,431 759,744

30,133

$ 165,994,418

(52,964,026)

113,030,392
1,250,410
312,436
478,139
6,363,748
(14,697,866)
4,185,070
(105,692)
905,175

30,133

$ 111,071,658 $ 680,287

$ 111,751,945

Sch. RJH-3

Sch. RJH-4

Sch. RJH-14, L5



Case No. 2004-00067 Sch. RJH-4
Test Year Ended 12/31/03

DELTA NATURAL GAS COMPANY

CASH WORKING CAPITAL
Delta Adjustments AG
M
1. Pro Forma O&M Expenses 3 10,323,416 $ (320,132) $ 10,003,284 Sch. RJH-5,L3
2. CWC Ratio 0.125 0.125
3. Cash Working Capital $ 1,290,427 $ (40,017) $ 1,250,410

(1} Delta filing Schedule 1, line 2 and Schedule 7, line 4



Case No. 2004-00067
Test Year Ended 12/31/03

Sch. RJH-5

DELTA NATURAL GAS COMPANY
PRO FORMA OPERATING INCOME

Delta Adjustments AG
(M
1. Operating Revenhues $ 57,709,948 $ 239,331 $ 57,949,279 Sch. RJH-6A, L4
Operating Expensges:
2. Purchased Gas Cost 33,364,884 33,364,884
3. O&M Expenses 10,323,416 (320,132) 10,003,284 Sch. RJH-7
4, Depreciation 4,045,073 (759,744) 3,285,329 Sch. RJH-14, L3
5. Other Taxes 1,505,464 4,263 1,509,727 (@&
6. Operating Exp. w/o Income Tax 49,238,837 (1,075,613) 48,163,224
7. Income Taxes 1,565,326 508,131 2,073,457  Sch. RJH-15
8. Total Operating Expenses 50,804,163 (567,482) 50,236,681
9. Operating Income [L1 - L8} $ 6,905,785 $ 806,813 $ 7,712,598

(1) FRA10(7){a)

(2) Response to PSC-3-12 b., page 4 of 9, revised filing Schedule 6. Adjustment is for Bonus Taxes.




Y9-HI'H '42S

%0F'Zh
gie'ezeve %
£62'700'E $

Teezery)
(606'912'2)
(v26'c89'Y)
era'eps'ol $

[HOD Jo 19U sanuasalsuadxe W3O Jeuloney Bunessdo -

{e ® 2 "uos Buny Blyeq] senusaal Yoo J0 18U ssnuaAd) SH00q Jad £00Z -

sosuadxe WRO I8N -

[ezed ‘2 wiod Hy3a4 £002] 9suadxa UOISsILIWES Alojenbay :ssa -
[eze 'd 'L wwo4 DHIJ €00Z]sHaUeq puk suoisuad aafoidw] (sso -
1 #-dM lIEH]sasusdxa |joifeg (ss87 -

:sef Jo 1500 Buipn|oxs sosuadxa WEO $400q Jod Jesp 159 -
"UONE[O[e]) ofey Luier

]

'S PG I U 921-868 'ON aseD Joud st Ui kg Ag pesn siojoe) BugyBiem uo peseq

soje. abesear pajybiom Jussaidas (£0°c$) [enuapisey-uoN sbre pue {ggeg) [EnUBPISEY-UON [[EWS Joj sajes aBesn ayl -syuel wesaid seleq (8)
£ % 2 ainpayos Buy eyeq (p)
"00°96% 10 "00'8$ X Z1 Jo ebieyd jenuue s 00'9$ jo ebireys Jswolsno [eRuspisel Ayluow “B'e ‘syire] Juesaid seYeq {0}
"ZE-1-DY 0} 95UOdSS) Ul PBULUOD "0E-1-DY PUR F-1-DSd OF sasuodsal woy peleinores (g)
9409 'd '0g-1-OY PuB 2'd ‘¥b-1-0Sd 01 sesuodsay (g)

SONUBASH [BIUBWISIU] I9N PAPUBWILICISY

3) %.0%21 jo oiey BunriadQ Je $1507) [BlUBWEIOU| PAIRISOSSY G

¥59'602 $
(£29'62)
LEE'6E2 $  gro'esl % 882°€O $
S96'EL  $ 000§ 02LELL 060286 00v'Z $§ 00009% ¥ 898 2.8
ZOEZLL $ 00BSES $ oSl 204202 Z51'8g $ 00P0Z & 8l LEb'p 629
94'Y8 ¢ P29t $  £989 026'91E2 982'28 $ 0096 $ IbE 6G2'EE DOL'vE
lg+ <] [gxzxg] (@) (/9] (p) [Fxgl {0} [2-1] (@) (e)
sanuaiay Ay abieyn SOW 18d 1IN0 sojeg ‘AdY abieyn UIMOIE) bay sow-g| EO/LEZL
EETEINEY ] sfiesn 4o oY eseg iad ssjeg 49N yo isnn 18N Bay “sa SIBUIOISND sIaosny
[ej0) LPPY "SUOT) By A IS9L LPPY [enuuy £O/LERL AL UAIS9L
ol 6 8 L 9 g ¥ £ g L
{1 aOHL13N]

HLMOHD HIWOLSND ANI-HYIA 1S31 HO4 LNFWLSNray INN3AIH L3N

ANVJWOD SYD TYHNLYN VL1134

usunsnipy enusasy
|elueptsay-uoN abie ¢
|[ERUSRISEY-UON JlewsS g

|euepisey -y

€0/1E/C1 papuy] Jesp jsa

£9000-+00¢ 'ON 9se)



g9-Hry "uog -HMY SINPaYes uo ()) sjouloo) 595 ‘UONEINDIED oljel Buleiedo Jog ()

'S HQIUXT ISNIBAA UC 9/ |-668 "ON @5eD Joud sif ul eyaq Aq pasn sioloej Bujufiam uo paseq
sajel sbiriane pajybiam jussaidal (£0'c$) (enuepisey-uop ableq pue (g5 eg) enuepIsay-uoN Irews 1of seyes sBesn sy -syue) Juasaid seyeq (8)

€ 7 2 anpayog Bupy eiea (p)
"00°96% 10 "00°'8% X 21 jo abi1eyo [enuue s1 00°g4 Jo 9BivyD Jawolsna [eYuspIsal ApuOW “B'a ‘syue) Juesed seyaq (9)

%G990 %5870 %G05°0 ared ywmoub renuue abesaae punodwon jo z/|
(BAe IAp)  9%£50 oGl | AT ajer ywmoib [enuue sbeiaae punodwon IA-G
898 L6¥'y 6GL'EE €002
G.8 851’y 952'ce 200z
898 LeV'Y 969'cE 1002
658 98E'y 609'cE 0002
698 6¥2'y 582'2¢ 6661
VN BLE'Y LLL'28 8661
‘SaH-UON *s94-UON "soy
abieq ‘Bay  |ews ‘Bay Bay

SIBLIOISND O # - OE-1-DV O} asuodsay

:efel ywoib punocdwod 1A 27| jo uonendes (g)
"ZE-1-DY 0} 95u0dsal Ul PAULINUCYD "OE-L-DV DU pb-1-DSd O} sesuodsal woyy paremaen (e)

1098 3 sanuaAaY [BjUBWISIZU] JaN PEPUSIWNISY 9
(521'21) ) %601°Z1 10 oney Buneiad( 18 1500 |BjUBLLBIO) palBInosSSY G
681°'86 $ o¥eL % £9.'62 $ usunsnipy snuasay ‘p
0£0'8 $ 0020t % 02°4E1'L 060'.86 08E'L $ 00009 $ £C %S9C0 898 [equapisay-uon ebie ¢
cL0ce $ o008se ¢ L¥9S| 20.'20L 9109 $ 0002 $ £'6€ %SL8°0 L6F'P [Bluspisay-UoH |lewg g
veEcy $ +tg29e ¢ £9'89 026'91£'2 99g'91 ¢ 0096 $ S'0L1L %5050 65L'ce |euapisay “|
[s + gl [Bx2xe] {8) [1/9l (p) P xel () Zx 1 (@) (e)
SanuUaAsY ‘aeY 8bieyn 4o Jed 15N so|eg “ASY abieyn UIMOID) sjey ol Bay souwg |
|elus Welou| abesn oW eley eseg 184 saeg 49N Yo 1sno 1shn) 18n5 punodwon SI2WOISNT
[€loL PPV SUOD) ‘Bay JAIS8L PPV [enuuy AT/ NS/ A IseL
Ol 6 2] L 9 g 14 £ A l

(h aoH13w]
HLMOHD HINOLSND ANI-HVYIA 1S31 HO4 INTWLSNFAY INN3A3Y 13N
ANVdWOI SYD TVHNLYN Y1130

£0/1E/c) popul Jea) 1s9]
£9000-+002 "ON 9se)



Case No. 2004-00067
Test Year Ended 12/31/03

DELTA NATURAL GAS COMPANY

ADJUSTED OPERATION AND MAINTENANCE EXPENSES

1. Adjusted O&M Expenses Proposed by Deita

AG-Recommended Q&M Expense Adjustments:

Remove Interest on Customer Deposits

Adjustment to Bonus Removal
. 401(k) Expense Adjustment
6. Rate Case Expense Adjustment

7. Directors Fees and Expense Adjustment

8. Outside Services - Accounting Expense Adjustment
9.

1

aPhen

Outside Services - Computer Expense Adjustment
0. Miscellaneous Expense Adjustments

11. Total AG-Recommended O&M Expense Adjustments

12. Adjusted O&M Expenses Recommended by AG

(1) Delta filing Schedule 4

{2} Response to PSC-3-12 b., page 2 of 9, revised filing Schedule 4: Bonus removal of $317,865 vs. $403,865.

Expense Increase Associated With Cust. Growth Rev. Adj.

$

10,323,416

29,677
(33,554)
86,000
18,456
(45,833)
(52,126)
(163,328)
(42,404)
(87,343)

$

(320,132)

_$ 10003284

(1

Sch.

M
(2

Sch.
Sch.
Sch.
Sch.
Sch.
Sch.

Sch. RJH-7

RJH-6A, L5

RJH-8
RJH-9
RJH-10, L4
RJH-11
RJH-12
RJH-13



Case No. 2004-00067 Sch. RJH-8
Test Year Ended 12/31/03

DELTA NATURAL GAS COMPANY

401(K) EXPENSES
Delta Adjustments AG
{1
1. 401(k) Costs $ 132,894 $ 23,833 $ 156,727 (2
2. O&M Expense Ratio 77.44% (3
3. 401(k) Expense Increase $ 18,456

(1) Responses to PSC-1-20 b, and PSC-1-46, line 11.
(2) Response to PSC-1-25 aa and PSC-3-12 d.
(3) Response to AG-2-10c.



Case No. 2004-00067
Test Year Ended 12/31/03
DELTA NATURAL GAS COMPANY
RATE CASE EXPENSES

Delta Adjustments AG
(1)
1. Current Rate Case Expense Claim $ 250,000 $ 150,000
2. Amortization Period (Yrs) 3 4
3. Annual Expense Amortization $ 83333 § (45,833) $ 37,500

{1} Hall WP-4.2

Sch. RJH-9



Case No. 2004-00067 Sch. RJH-10
Test Year Ended 12/31/03

DELTA NATURAL GAS COMPANY
DIRECTORS FEES AND EXPENSES

1. Delta's Proposed Test Year Directors Fees and Expenss $ 225369 (1)

AG-Recommended Adjustments:

2. Remove Non-Recurring Directors Bonuses (51,440) @
3. Remove Christmas dinner and Christmas gift expenses (686) (3
4. Total AG Expense Adjustments (52,126)
5. AG-Recommended Outside Services - Accounting Expenses $ 173,243

(1) Respenses to PSC-1-20b.
(2) Response to AG-1-9
(3) Response to PSC-2-25 cc.: $349 + $337 = $686



Case No. 2004-00067
Test Year Ended 12/31/03

DELTA NATURAL GAS COMPANY
OUTSIDE SERVICES - ACCOUNTING EXPENSES

1. Test Year Per Books Outside Services - Accounting Expenses Reflected by Delta

AG-Recommended Adjustments:

2. Remove Non-Recurring Sarbane/Oxley Related Expenses

3. AG-Recommended Outside Services - Accounting Expenses

(1) Response to PSC-1-20 b.
(2) Response to AG-1-48

$

$

Sch. RJH-11

343,748 (1)

(163,328) (2)

180,420



Case No. 2004-00067 Sch. RJH-12
Test Year Ended 12/31/03

DELTA NATURAL GAS COMPANY
OUTSIDE SERVICES - COMPUTER EXPENSES

1. Test Year Per Books Qutside Services - Computer Expenses Reflected by Delta $ 155,951 (1)

AG-Recommended Adiustiments:

2. Remove Non-Recurring Scanning Service Expenses (42,404) (2)

3. AG-Recommended Outside Services - Computer Expenses $ 113,547

(1) Response to PSC-1-20 b.
(2) Responses to PSC-2-36 g. and PSC-1-28 (Source Imaging Scanning Services)



Case No. 2004-00067
Test Year Ended 12/31/03

10

M

(2)
3
@
(5)
(6)
N
8
®

DELTA NATURAL GAS COMPANY

MISCELLANEOUS EXPENSE ADJUSTMENTS

Removal of Additional Lobbying Expenses

Remove AGA Dues Associated with Pubiic Affairs and
Institutional Advertising

Removal of Incentive Expenses in Acct. 930.110

Removal of Expenses for Employee Gifts and Award Banquets,
Social Events and Parties

Removal of Promotional and Economic Development Expenses
Included in Acct. 930.090

Removal of CertainEmployee Membership Exp. in Acct. 921.070
Removal of Spousal Expenses from Acct. 921.21

Removal of Lobbying and Econ. Devel. Exp. From Acct. 921.220
Removal of Lobbying and Community Relations Exp in Acct 921.29

. Total Miscellaneous Expense Adjustments

$ (758)

(7,389)

(44,200)
(19,886)

(4,914)
(2,749)

(264)
(5,161)

(2,022)

$ (87,343)

{1

@

@

4

(5)

{8

®

9

Sch. RJH-13

Per response to AG-1-37: total test year lobbying expense of $16,821 vs. $16,083 of test year lobbying expense removed by

Deita on filing Schedule 4 ($15,280 + $783)

Per response to AG-1-39: test year AGA dues of $27,277 x 27.08% for public affairs (25.63%) and advertising {(1.46%)

Response to AG-1-43
Response to AG-1-26

Per response to AG-1-42: removed expenses in line items 5, 27, 31-33, 35, 42, 45, 47, and 49,
Per response to AG-1-45 a.: removed expenses for check nos. 212155, 216763, 214857, 216453, 215708, 213811, 200671

Response to PSC-3-23

Per response to AG-1-45 b.: removed expenses in acct. 921.220 line items 29-35, 43, 55-56, 62.
Per response to AG-1-45 c.: removed expenses in acct. 921.29 line items 162, 218, 232, 234, 243, 248, 251, 258, 284-285,

288, 295, 299, 302, 321, 330, 351.



